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QUESTION 1 


Hank lives in Armidale, NSW. He comes to you for assistance in preparing his 2017 income 
tax return. Hank’s main source of income comes from leasing real estate in the Armidale 
area. He provides you with the following information: 


‘ls 


In July 2016, Hank purchased a house at 100 Great Northern Highway, for $150,000. 
At the time of purchase, he intended to rent it out. However, in August 2016 Hank was 
approached by a property developer who owned the block next door. The property 
developer offered Hank $300,000 for the house. Hank sold the house to the property 
developer at the end August for that amount; 


. The housing rental market in Armidale is quite competitive. From time to time, 


prospective tenants will offer Hank a bonus if he signs them onto a lease. In the 2016- 
17 financial year this happened 8 times. Hank collected a total of $4,000 in bonus fees; 


. Unfortunately, Hank mixed with the wrong crowd. He occasionally distilled spirits at 


home and sold them to his so called friends. He sold 80 bottles at $50 each during the 
financial year; and 


. Hank’s wife Norma, runs the local Triple R Diner. Sometimes Hank would help out 


during busy periods. He earned $15,000 in wages during the 2016-17 financial year. 
After each shift, Hank got a free meal from the Triple R Diner, valued at $25. He 
worked 100 shifts over the course of the year. He also received $3,000 in tips, but 
Hank and Norma always asked the customers to put the tips into a charity donation jar 
which was on the counter near the till. Each month they would choose a different 
charity to donate their tips to. 


With reference to legal authority, advise Hank on the assessable income implications 
of the above transactions for the 2016-17 financial year. Ignore any Goods and 
Services Tax or Fringe Benefit Tax implications. 


QUESTION 2 


Cooper is a detective in the NSW Police. He seeks your advice on the Capital Gains Tax 
(CGT) implications of the following transactions during the 2016-17 financial year: 


1. 


Cooper owned 100 redeemable preference shares in Black Lodge Pty Ltd. He acquired 
them on 1 January 2016 for $15 each. They are redeemed on 1 September 2016 for 
$20 each. There were no brokerage costs; 


. Cooper purchased a painting by artist David Lynch, for $8,000 in November 1983. He 


sold the painting in October 2016 for $12,500. Cooper had spent $500 insuring the 
painting during the period of ownership; 


. Cooper inherited a jade stone ring from his grandmother in March 1990. He lost the 


ring in February 2017. The ring was not insured. The ring was valued at $3,500; 


. Cooper acquired 100 ordinary shares in The Coffee Company Pty Ltd in May 2003 for 


$1 per share. In April 2017 the shares had a market value of $4.50 per share. Cooper 
disposed of 30 of the shares to his best friend Harry for $3 each in April 2017; 


. On 15 June 2017, Cooper signed a contract to sell his house at 6 Mulholland Drive, for 


$1.5 million. Settlement occurred on 15 August 2017. Cooper purchased the house for 
$400,000 in April 2007, and he had lived there as his main residence up to day of 
settlement. Advertising and valuation fees came to $5,000. 


With reference to legal authority, advise Cooper on the CGT implications of the above 
transactions for the 2016-17 financial year. 
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QUESTION 3 


In the 2015-16 income year Leland Law Pty Ltd carried on a general law practice. The 
directors were Leland and Dwayne. There were three Class A shares which were held by 
Leland, Dwayne, and Dwayne’s wife, Lana. The class A shares carry voting and capital 
distribution rights. In the 2015-16 finance year Leland Law Pty Ltd had an income tax loss of 
$10,000. 


On 30 June 2016, Dwayne resigned as a director. He and Lana ceased being shareholders, 
as they were moving interstate to retire. They sold their respective class A shares to Leland’s 
wife, Sarah, and to Leland and Sarah’s daughter, Helen. Leland, Sarah and Helen are all tax 
residents of Australia. Leland’s niece Maddy holds one Class B share. Class B shares do not 
carry voting or capital distribution rights. She resides in New Zealand. 


As at 1 July 2017 Leland was the sole director of Leland Law Pty Ltd. He continued to 
manage the general law practice in the 2016-17 financial year. In August 2016 Leland 
decided to refurbish the offices of Leland Law Pty Ltd. He took home the mahogany desk 
that Dwayne had used before his retirement (desk was no longer required by the business). 
It had a value of $2,500. 


On the 1 December 2016, Leland Law Pty Ltd declared a special Christmas dividend to its 
shareholders of $1,000 per Class A share, fully franked. One day later, Leland Law Pty Ltd 
declared a dividend of $700 per class B share, unfranked. On 30 June 2017 the franking 
account for Leland Law Pty Ltd was in deficit by $200. 


With reference to legal authority, discuss the taxation issues of the above 
transactions as relevant to Leland Law Pty Ltd and its shareholders. 


QUESTION 4 


Harry lives in Armidale, NSW. He is a sergeant in the NSW Police. He comes to you for 
advice in completing his 2017 income tax return. He provides you with the following 
information: 


1. On 1 July 2016 Harry spent $200 on plain black steel-capped boots which he wears 
when on duty. He sometimes wears them when he is not at work but he estimates that 
this is only 5% of the time; 


2. Harry’s employer provides him with a uniform but he has to wash it himself. He hasn't 
maintained any records in relation to what this might have cost him; 


3. On occasion, Harry used his private vehicle to attend a crime scene travelling directly 
from his home. He drove a total of 250 km for work purposes in his private vehicle over 
the course of the year; 


4. Harry spent $180 on sunglasses in September 2016 which he requires when driving 
during the day for work. NSW Police reimbursed Harry $180 in October 2016 for the 
sunglasses; 


5. Harry paid a speeding ticket of $240 in December 2016 which he incurred whilst driving 
for work. It was not an emergency; 

6. In February 2017 Harry paid $200 to attend a charity dinner for the Owl Society, a 
registered Deductible Gift Recipient. As part of the cost he received a three-course 
meal and a night’s entertainment; and 

7. Harry purchased a new laptop on 1 June 2017 for $3,600. He expects it will last him 
three years. He thinks that in 2018 he might start working from home and the laptop will 
be a useful tool to have. 


Question 4 continues in the next page 
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With reference to legal authority, advise Harry on the transactions he can and cannot 
claim in the 2016-17 financial year. Ignore any Goods and Services Tax or Fringes 
Benefit Tax implications. 


QUESTION 5 


Andy and Lucy are in a partnership, sharing profits and losses equally. They operate a bed 
and breakfast residence business called the Great Northern Inn. They tell you that the profit 
of the partnership for the 2016-17 income year was $200,000. They then provide you with 
the following additional information: 


1. Lucy does the cleaning and cooking for the Inn, and is paid a salary by the partnership 
of $60,000 per year; 


2. In 2013, the partnership purchased the vacant land next to the Great Northern Inn for 
$200,000. Andy and Lucy hoped to build a second home on the property and expand 
their business. However, business had not grown at the rate they had hoped, and there 
were better gains to be made in selling the land. On 30 June 2017, the partnership 
disposed of the land for $600,000; and 


3. Andy had loaned the partnership $50,000 to build the second home. Even though the 
second home was not built, in the 2016-17 financial year, the partnership paid Andy 
$2,000 interest. 


With reference to legal authority, advise Andy and Lucy on the taxation issues 
relevant to the partnership, and then calculate the partnership distribution. 
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